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Business Inventory Exemption, Consigned Goods

In your memo of April 5, 1996 you asked several questions in extension of Letter to Assessors
No. 80/69 which provides guidance for property in consignment status.

1. The owner consigns his pleasure vessel to a boat dealer for a term of consignment that
includes the lien date. However, during the consignment the owner sometimes uses the vessel
on weekends (but not on the lien date). Does such use disqualify this consignment as one
giving rise to the inventory exemption? Yes, Property Tax Rule 133(b)(2) excludes any use of
the property not directly associated with the prospective sale. Also refer to examples Fl and

F9 in the LTA which provide the same answer.

2. Prior to the lien date, the owner consigns his pleasure vessel to a boat dealer. The owner
surrenders the keys to the dealer and may not use the vessel during the cons1gnment period.

a. The consignment is for a one-month period, from February 15 to March 15. Can or should
the assessor deny the inventory exemption because the consignment term was so short? If yes,
may the assessor use judgment in determining whether a consxgnment term is unreasonably
short?

The literal answer to the initial question is no, but only because the length of a consignment is
but one indicator of the owner’s intent and by itself, is not dispositive. Refer to subdivisions
(4) and (5) of 133(b). The assessor should not judge the length of the consignment but instead
look to the actual use before and after the lien date.

b. The consignment begins February 1 (March 1 lien date) but is indefinite. The assessor
granted the inventory exemption on the basis of LTA 80/69. In July, the boat hasn’t sold so the
owner ends the consignment and begins using the vessel. Can the assessor retroactively deny
the inventory exemption and enroll an escape assessment?

Since an escape assessment effectively shifts the burden of proof to the assessor, it would be
necessary for the assessor to ascertain all of the facts prior to making the decision to enroll an
escape. Once again, it is imperative to discover the subjective intent of the owner by looking at
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the objective evidence. Was the original consignment agreement written or oral, and what
were the specific terms? Did the consignee carry out the terms and make a bona fide effort to
sell the vessel? Why didn’t it sell and why was it pulled off the market? What was a
reasonable time to sell a vessel of that type in the area? Notice how 133(b)(5) asks if the lessor
contemplates use even if held for lease.on the lien date. Based on what you’ve provided, I
would be suspicious about an indefinite consignment that was pulled after five months, but in
my opinion, that fact alone would not convince a court to uphold an escape with penalties and
interest. ‘

c. The consignment is for a six-month period beginning before the lien date. The boat doesn’t
sell, the consignment ends and the owner subsequently uses the vessel. The assessor is fully
satisfied that the consignment was legitimate, that the owner really wanted to sell the vessel.
However, this same situation happened last year, and the year before, and the year before that.
Should the assessor retroactively deny the inventory exemption and enroll escape assessments?

Here the facts do not support an exemption. This assignment is parallel to the leases excluded
by either subdivisions (b)(4) or (b)(5) or both or Rule 133. On this one, the escape should be
made for all four years unless it was undisputed that thousands of boats were up for sale and
not one sold during this period. "

3. During the consignmént period, the vessel remains in the owner’s boat slip or on his
property. However, the owner does not use the vessel during the consignment period. Does
location or physical possession have a bearing on whether the boat is inventory?

Yes, it has a bearing, but that fact-alone, is-not decisive. Clearly, it would be easier for an
owner to use the boat consigned to his own slip, but that could also be the best place for the
consignee to display the boat for sale. So the location of the boat in the owner’s possession
should provoke the “why” question but if the answer reasonably contributes to the likelihood
of resultant sale, then it would indicate a valid intent to sell rather than use. Again, the crucial
element is the intent of the owner and the location of the consigned boat is an indicator of the
true intent.

Did you bring back Bill Grommet as a retired annuitant just to think up these hypos?
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